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Key Economic Indicators: The Yemen Arab Republic 


EY 17 FY 78 FY 79 FY 80 
(Estimate) 


Income, Production, Employment 


GNP at 75/76 prices 
GNP per capita (in dollars at 75/76 
prices and based on estimate of 
5.5 million pop.) 
Indices: Percent of Labor Force 
engaged in: 
Agriculture: 
Industry: 
Services: 
Emigrant labor: * 
Average Unemployment Rate (Statistical 
only: no real unemployment exists) 


Money and Prices 


Money Supply 
Interest Rates (Private Deposits) 


Balance of Payments and Trade 


Free Gold and Foreign Exchange Reserves 1350 1500.1 
External Public Debt (Disbursed and 
Undisbursed) 782 Led} 
Worker Remittances (Gross Receipts) 1340 1423.1 
(Net Receipts) 1020 897.9 

Balance of Payments 340 169.8 
Balance of Trade -827 -1402.4 
Exports (largely cotton, coffee, hides 

and skins) Fi 2.9 8.0 
Imports (Exclusive of smuggling which 

could add 15-20%) 834 1405.3 1689.2 
U.S. Share of Exports 2% 3% 3% 
U.S. Share of Imports 6% 6.6% 6% 
Main U.S. Exports: Machinery & Trans- 

portation Equipment, foodstuffs 


*An estimated 800,000 Yemenis work outside Yemen 


All values are in US$ million and represent period averages unless 
otherwise indicated for Yemeni Fiscal Years (July through June) 


Exchange Rate: US$l1 = Yr. 4.5 
Sources: Data and projections provided by or are drawn from statistics 


of the Ministry of Finance, Ministry of Economy, Central 
Bank of Yemen, and the U.S. Department of Commerce 





SUMMARY 


Continued if uneven growth characterized the Yemeni economy 
during 1979. The Yemen Arab Republic, a country of over five 
million people located on the Arabian Peninsula's southwest 
corner, is considered one of the world's twenty-five least 
developed states. Nevertheless, Yemen's average annual real 
growth exceeds 8%. Economic development is encouraged by 
remittances, which are funds that the more than 800,000 Yemenis 
working abroad send back to their families in Yemen. Remit- 
tances have meant more discretionary income for nearly all 
Yemenis, money used for building a house, improving the farm, 
or establishing or expanding a business. They remain Yemen's 
major source of foreign currency, even though they have reached 
a plateau of approximately $1.4 billion annually. 


These remittances meant that in the past Yemen has experienced 
balance of payments surpluses and growing foreign exchange 
reserves despite ever greater foreign trade deficits. In 1979 
the picture began to change. Imports grew 57% and, given no 
increase in the level of remittances and insignificant exports, 
Yemen experienced a balance of payments deficit during the period 
of March through September. While FY '79 on the whole saw a net 
balance of payments surplus, FY '80 may see a deficit in payments. 


Yemeni officials are becoming aware of these and other economic 
problems, such as inflation which has averaged almost thirty per- 
cent annually, and they are attempting to monitor the situation. 


Political events also had an impact on the economic situation. 
Although Yemen weathered an armed confrontation with South Yemen 
in February 1979, talks of possible unification with the South 
meant continuing political and business uncertainty. It appears 
likely that these talks and economic uncertainty may persist for 
some time. From guidelines already established by the two 
governments, however, it appears that any unification will have 
to be approved by both governments and by referendums in both 
states in order to be legally binding. Most observers do not 
foresee unity in any near term. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Until very recently, increasing remittances, i.e., money sent 

home by Yemenis working abroad, brought growing balance of pay- 
ments surpluses and ever greater foreign exchange reserves despite 
growing trade deficits. This situation has changed. Remittances 
have reached a plateau. For the first time in years, there was a 
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current account deficit of $64 million in FY '79. Foreign 
exchange reserves reached $1.6 billion in March '79 but then 
began to gradually diminish, dropping to $1.50 billion by 
October '79. However, Yemen still has substantial foreign 
currency reserves and the capital account rose 111% over the 
previous year in FY 79, reaching $135.2 million. In spite of 
this, it is probable that Yemen will experience a slight 
balance of payments deficit in FY 80. 


Yemen's ever-larger trade deficits have a great impact on 

the country's balance of payments. Because of the nascent 
industrial sector and the present inadequate agricultural 
output, Yemen must import almost everything. Efforts to expand 
the industrial and agricultural sectors continue but have made 
little headway. Local production simply cannot meet demand. 


Another factor influencing both the balance of payments and 
Yemen's economic development is the country's labor shortage. 
Although wages for Yemenis at home are as high as those they 

can earn in Saudi Arabia, Yemenis continue to work abroad 
believing they can make more money. Abroad Yemenis work longer 
hours and do not spend money on gat. (Qat is a very expensive, 
mildly narcotic leaf which Yemenis enjoy chewing.) 

Even though immigration and conscription laws enacted in September 
‘79 have modestly limited the numbers of Yemenis who could legally 
go abroad, the only real solution to the shortage has been increas- 
ing use of expatriate labor. There are approximately 5000 Indians 
and the same number of Pakistanis working in Yemen. In addition 
to these, there are Sudanis, Somalis, Egyptians, Koreans, 
westerners, and numerous other foreigners. They now provide 
everything from manual labor to the expertise vital for a modern 
economy. These people in turn send money back to their homes, 
which increases the outflow of currency and thus impacts on the 
balance of payments. 


Yemen's Five Year Plan provides the framework for the country's 
economic development. The plan envisions 8.2% average annual 
real growth accompanied by an increase in fixed capital invest- 
ment from $170 million in FY 76 to $1.23 billion in FY 8], with 
an overall investment figure of $3.5 billion. Results are some- 
what below expectations and the Plan has been criticized as being 
too ambitious. However, tremendous development and growth have 
occurreg and the Plan remains an outline of Yemen's hopes for 
its future. Work is already underway on the Second Five Year 
Plan. Though it is still too early to forecast its focus, its 
goals are likely to include continued infrastructure development, 
greater expansion of the commercial/industrial sector and 
increased agricultural output. 
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Foreign assistance plays an extremely important role in Yemen's 
economic development. The Yemen Arab Republic receives techni- 
cal assistance, concessional loans, and outright grants from a 
wide variety of countries, including the U.S., as well as from 
the U.N. and various development funds, such as the Kuwait Fund. 
In 1979, USAID provided approximately $19.6 million to Yemen and 
Saudi Arabia provided an estimated $250 million in budget support 
alone to the Yemeni Government. The U.N. Development Assistance 
Program in Yemen is one of the world's largest. The current value 
of all loans available to Yemen is roughly $1.1 billion and the 
terms are so concessional that the country repaid only $9.8 mil- 
lion on the capital account during FY 79. 


The Yemeni people and Government continue their pragmatic support 
of a free enterprise system. Because of limited resources, the 
Yemen Government encourages the private sector to act on its own 
initiative, providing that it stays within the broad industrial 
development guidelines set out in the Plan. Foreign firms are 
seen as sources of technology, expertise, management skills, and 
capital, as well as of products. Both government and private 
companies welcome and seek out joint ventures and equity partici- 
pation. 


ASPECTS OF THE YEMENI ECONOMY 


Agriculture 


Agriculture remains the largest sector, contributing 40% of 

Yemen's GDP. Approximately 90% of all Yemenis live in rural 

areas, and over 80% of the population still describe themselves 

as farmers. In recent years, however, agriculture's output 

and importance have somewhat fallen. Subsistence farming has 

shown no growth for the past 10 years, and foreign and Yemeni 
efforts to boost agricultural production have made little progress. 
Despite this lack of progress, efforts continue to introduce new 
technology and to establish capital intensive agricultural develop- 
ment projects in order to increase production. 


The character of Yemeni agriculture is changing. Farmers face 
the challenges of labor shortages and high wages. At the same 
time, they face the opportunities presented by new markets, 
relatively easy access to capital through the Agricultural 
Development Bank, and changing consumer tastes. Farmers are 
turning to high-value crops and livestock and are purchasing 
tractors and other farm equipment. While most agriculture still 
depends on rainfall, a number of large irrigation projects are 
underway ,and farmers are investing in wells and irrigation equip- 
ment. They now use better seeds, more fertilizers, and more 
pesticides. Above all, Yemeni farmers are shifting to crops with 
high cash returns. 
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Qat is a particular case in point. Qat is a swiftly growing 
tree requiring very little care. If chewed while still fresh, 
qat leaves produce a mild narcotic effect. Chewing gat is a 
very common Yemeni social activity even though, according to 
some experts, a Yemeni may spend more than 20% of his disposable 
annual income on gat. It is not uncommon for people to spend 
$22 to $45 per day for gat, making it Yemen's most lucrative 
crop. Because of its profitability, some areas which once pro- 
duced other products, such as coffee, now produce gat, 


Aside from gat, agricultural output consists mostly of grains, 
sorghum, millet, barley, corn, and wheat. Wheat is increasingly 
important. Nearly all Yemen's grain production is consumed 
locally. Other agricultural products are cotton, coffee, and 
livestock. Yemeni farmers are increasingly examining the poten- 
tial Saudi market for Yemeni vegetables, There are already 
villages producing and exporting okra and other vegetables to 
neighboring states. 


Yemeni agriculture has good potential for further development. 
The Tihama, or coastal plain is especially promising. There 
is fertile soil, good climate, and sufficient water in many areas 
and there is money available for investment. As yet, however, 
only a few Yemenis fully understand or try to realize this 
agricultural potential. 


Industry and Commerce 


At the beginning of the seventies, there were no real manufacturing 
or industrial enterprises in Yemen. To foster industrialization, 
the Government formed a number of public or semi-public corpora- 
tions dealing with such things as cigarettes, commodities, imports, 
cotton textiles, pharmaceuticals, and salt. The national petroleum 
importing company, YOMINCO, and the electric company have been 
particularly successful. Some, such as YOMINCO and the cigarette 
company, have actually formed joint ventures with foreign firms, 


Private companies are probably more important now than these govern- 
ment corporations. Local firms have set up soft-drink bottling 
plants, for example, as well as factories producing such itemS as 
biscuits, candies, small plastic items, and ceramic tiles and fix- 
tures. Despite the strides already made, these companies still 
cannot completely satisfy Yemeni demand for these products, 


The Government continues to promote industrialization and import 
substitution as part of the Five Year Plan. For example, construc- 
tion of a new cement plant should begin during 1980. This plant 


will produce between 500,000 and 700,000 tons annually. 





Yemen's industrialization efforts face a number of difficulties, 
particularly the lack of labor, expertise, and raw materials. 
Despite the high wages they can earn at home, many Yemenis still 
work abroad. The resulting labor shortage means laborers are now 
imported. Moreover, these foreign laborers accept wages lower 
than the $18 to $20 a day demanded by the average Yemeni. Techni- 
cal and management expertise is also imported, particularly from 
Egypt, Europe, and the U.S. The Government is concerned with this 
situation and is trying, though as yet unsuccessfully, to keep 
Yemenis at home. 


Another limitation has been the lack of local capital. Companies 
found it extremely difficult during 1979 to raise capital locally. 
In February 1979, the Government raised the interest ceiling to 
13.5%. Because the Yemeni riyal is pegged to the dollar, this 
ceiling may still be too low to encourage local lending. Thus the 
actual effect of the increase remains unclear. 


Essentially, the Yemen Government's attitude towards private 
industry is pragmatic, i.ey let the private sector do what it 
wants and can so long as it helps development. Yemeni law wel- 
comes and encourages foreign investment and joint ventures as 
part of its scheme for economic growth. 


Petroleum 


Despite a number of attempts, no commercially exploitable quantities 


of oil or natural gas have yet been discovered. Foreign firms, 
however, continue to search. Presently, Yemen imports all its 
oil, mostly from Kuwait, as well as butagas. A total of 5,731 
metric tons of this bottled gas were imported during 1979. Most 
petroleum and natural gas are imported through Hodeidah or, to a 
lesser extent, through Salif. 


Consumption of petroleum in the Y.A.R. continues to rise despite 
ever higher prices. Gasoline prices rose over 50% during the 

last six months of 1979 while demand increased by perhaps as much 
as 30%. The number of motor vehicles is growing approximately 

20% annually and in 1979 there were roughly 156,000 motor vehicles 
in Yemen. Demand has increased so much that YOMINCO plans to 
build additional storage facilities at Salif together with distri- 
bution pipelines. YOMINCO also plans to establish modern butagas 
bottling facilities. 





Minerals 


Salt and gypsum are the only minerals commercially exploited 
today in Yemen. Last year 40,000 metric tons of salt were 
exported from Salif. The search for other minerals continues 
and results in periodic reports of discoveries, such as the 
report earlier this year that copper was found. Companies 
interested in mineral exploration and development are welcome. 


Ports and Transportation 


The YAR continues to develop and expand its three Red Sea ports. 
Hodeidah, the largest and most developed, is no longer as congested 
as it once was. In 1977, the average waiting time for a ship in 
that port was over 180 days while in 1979, waiting times averaged 
less than a week. This is due to the new berths constructed at 
Hodeidah and Ras al-Katib, a sandspit extending 15 km. north of the 
main port, as well as to more efficient off-loading procedures. 

The World Bank, the Kuwait Fund, and the Yemen Government are 
financing further port development, including constructing a new 
berth, and additional roadways and storage facilities. The con- 
tract for this work has already been awarded. 


Development of both Salif and Mocha also helps relieve congestion 
at Hodeidah. Salif is one of the best natural harbors on the 
Arabian Peninsula but it lacks infrastructure. Presently, it 

is used for salt exports and importing some products such as trucks. 
Once development is complete, it will be used for imports of grain, 
and oil and pipeline terminalsand oil storage facilities will be 
built at the port. Work on expanding Salif's facilities is mov- 
ing ahead. Consultants for the project have been chosen and the 
interim project report is complete. 


Officially opened June 13, 1979, the port of Mocha still has 
very limited capacity, and two further stages of expansion are 
envisioned. Included in these will be further reclamation and 
dredging, construction of a breakwater, and two additional piers. 
The tender for paving the road between Mocha and Mufraq has been 
issued. Once this road is paved, the port's connections with 
Taiz, the nearby commercial/industrial center, will be vastly 
improved and the port's usefulness greatly enhanced. 


Further expansion of Yemen's road system should continue. The 
Government hopes to begin building or paving as many as 2300 km 
of roads in 1980. Construction continues on the two new roads 
being built to connect Yemen with Saudi Arabia. 
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Implications for the United States - Prospects for U.S. Companies 
Export Opportunities 


U.S. companies have come to realize that a promising market exists 
in the Yemen Arab Republic. With income for remittances; vrivate indivi- 


duals can and do buy all kinds of imported goods. -Observers predict 
that in 1980 approximately $1.5 billion worth of remittances 

will flow into Yemen. This money remains in private hands, and 

is used for anything from building a house to buying farm equip- 
ment, to purchasing a portable tape-player or radio. 


Yemen's Government is determined to develop the country as fast 
as possible and so far has had access to most of the necessary 
funds. Development programs range from port expansion to train- 
ing Yemenis in highway maintenance. A national electrical grid 
is being developed,and rural electrification studies are underway. 
As a result, there is considerable demand for consultants and 
technicians, particularly in the government sector. These con- 
sultants perform numerous tasks, including examining bids for 
development projects. Many projects are financed by foreign 
governments or international agencies, and this sometimes affects 
tendering and bidding practices. 


Industrial growth also presents numerous opportunities. New 

cold storage facilities, a glass factory, bottling and canning 
plants are among the projects planned. Americans should be aware 
that while Yemenis often say they prefer U.S. products, they are 
also quick to point out the problems they believe they face when- 
ever they do business with Americans. Problems most often cited 
are delivery delays, access to spare parts and maintenance, and high 
prices. It is widely believed that U.S. products are more expen- 
sive than any others. In every sector, U.S. firms face stiff com- 
petition from European, Japanese, Chinese, and other Far Eastern 
firms. 


The large agricultural sector also presents an important potential 
market. A lot of money is available to farmers because of the 
remittance system. Individuals, groups, and local development 
associations all purchase tractors and other farm equipment in 
order to boost production and decrease dependence on scarce labor. 
German, Italian, Japanese, British, French, and Romanian farm 
equipment manufacturers have been particularly successful. 


The YAR purchases commodities abroad, particularly wheat, rice, 
sugar, flour, and meat. Products from Australia and New Zealand 
traditionally dominated some of these markets; however, the Yemenis 
are looking for new suppliers. 





Investment Opportunities 


In its efforts to further economic development, the Yemen 
Government actively encourages foreign investment. Law 18, the 
Investment Law, is designed to assist investors, particularly 
those interested in joint ventures. It is considered one of the 
most liberal such laws in the Middle East. Provided the Invest- 
ment Exemption Committee, centered in the Ministry of Economy, 
judges the project appropriate, many corporate taxes are 
eliminated for five years. An extension may be granted 
lengthening the period to eight years. Decisions are usually 
reached quickly, and overlapping and redundant projects are 
avoided. A number of American firms have taken advantage of 
these concessions. 


U.S. Government programs also assist U.S. firms investing in 
Yemen. In 1972, an investment guarantee agreement was signed, 
enabling the Overseas Private Investment Corporation (OPIC) to 
offer insurance, finance, and investment guarantee programs 

to U.S. companies. The U.S. Export-Import Bank instituted a 
U.S. contractor guarantee program in 1978. 


Special Conditions 


U.S. firms wanting to do business in Yemen must develop a 
strong working knowledge of the country, its local conditions, 
and business customs. Short, quick trips by company representa- 
tives do not suffice and are openly criticized by some Yemenis. 
Having someone with sufficient authority spend considerable 


time in Yemen is beneficial and greatly helps to develop all 
the necessary business relationships. Many companies have 
agents and find them useful in keeping the company abreast of 
opportunities and providing contacts, even though agents are 
not required by Yemeni law. Many firms, however, still find it 
necessary to send their own officials to Yemen when negotiating 
large sales or contracts. Moreover, some Yemenis are reluctant 
to discuss contracts and large sales with an agent preferring 
to deal directly with the company. Foreign firms have found it 
necessary to maintain a continuing presence even after a contract 
is signed because Yemeni business practices are not quite the 
same as those with which Americans are familiar. Potential 
investors, in short, must study the Yemeni situation thoroughly 
and become fully aware of local conditions before making any 
commitments. 


To sum up, the Yemen Arab Republic's economy is expanding, 
offering U.S. companies numerous opportunities for sales and 
investment. Although there are problems, the country's economic 
growth and development should continue. 
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